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Roth IRA
One building block to a well diversified retirement plan is a Roth IRA account. Since its inception in 1997
through the Packwood-Roth legislation, it has grown in popularity because of its unique tax structure.
The earnings on a Roth IRA account are tax free as long as you wait until age 59 ½ before removing the
earnings and the account has been in place for at least five years. The tax free growth provides a powerful tool in a retirement plan because no one knows what tax brackets will look like in the future.
Investors have the choice of how their Roth IRA assets are invested. This is often misunderstood by beginning investors. The Roth IRA isn’t the investment itself, but the title that is placed on the investment
account. Therefore, we get to decide how best to invest our Roth IRA assets, whether it be with mutual
funds, ETFs, stock, bonds, etc. The maximum contribution amount for 2021 is $6,000 and $7,000 if you
are over the age of 50. However, there are income restrictions that should be reviewed and understood
prior to making Roth IRA contributions.
It is common for investors to contribute to both their employer sponsored retirement plan such as a 401k
or 403b and to a Roth IRA account. Generally speaking, an employer sponsored plan with a matching
contribution and a separate Roth IRA account are great foundational accounts for a well-built retirement
plan.
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Employer-Sponsored Plans
Many, but not all, employers offer tax-advantaged retirement plans for their employees. Nowadays the
most common retirement plans are Defined Contribution plans (think 401(k), 403(b) plans). Defined Benefit plans (think traditional pension plans) are less and less common due to the administrative costs associated with running them. This section will focus on the Defined Contribution plans. For the most part, a
401(k) and 403(b) offer similar tax-related advantages to the employee. Traditionally they allow the employee to defer the tax on contributions made to the account until they withdraw funds. In most cases, in
order to avoid any tax penalties, you will have to wait until withdrawing the funds until you are older than
59 ½ years old. Roth 401(k) or Roth 403(b) options provide another way to save for retirement through
your employer’s plan. The difference between the Roth option and the traditional option is that your contributions are taxed in the year that you make the contribution. Assuming you follow the rules and make a
qualified distribution (again, typically after 59 ½) the earnings on your investment can grow tax-free. Roth
options are not required to be available; check with your employer to see what options are available to
you.
(continued on Pg. 4)
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Employer-Sponsored Plans
(continued from Pg. 3)
A couple things to look at any time you start with a new employer are a company match and the vesting
schedule. To offer an additional benefit to their employees (as well as provide a tax advantage to your
employer), many plans offer to match a portion of your contributions. One common setup is to match 50%
of your contributions up to 6%. For example, if you make $100,000 and contribute $6,000 to your 401(k),
the employer will also contribute $3,000 to your 401(k) account. At a minimum, it typically makes sense
to make enough of a contribution to the retirement plan to fully participate in the employer match. The
other thing that I looked at is the vesting schedule. If you are 100% (or “fully”) vested, that means that any
employer match that is in your account is yours, if you were to separate from the employer. If you are 20%
vested, for example, that means that you only get to keep 20% of the employer match in the case of separating from the employer. Note that any contributions that you make will be 100% vested.
Compounding is one of the most powerful variables when it comes to saving and investing for long-term
goals like retirement. Simply put, this means to start contributing as much as possible to your retirement
accounts as soon as you are able!
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Emergency Fund
One of the most important, but often overlooked, aspects to a financial plan is an emergency fund. Having cash on hand in the form of a savings account or money market balance can provide immediate
relief when life becomes difficult. It is important to have thought through the affect a job loss, large car
repair, emergency trip, etc. would have on your financial wellbeing. Having that short-term bucket filled
to the correct level allows us the freedom and confidence to aggressively save in longer term vehicles
such as 401k and IRA accounts.
The first step to determining the correct amount of short-term savings is to understand your monthly
budget. Knowing how much you spend each month on loan payments, utilities, and general spending
provides the data needed to accurately define the correct savings balance. An often-used rule of thumb
is 4-6 months of expenses. However, we believe that everyone’s financial situation is different. For example, finding another job may be an easy task for some people but may require others to move across the
country after an exhaustive search. These scenarios present two very different cash requirements.
The popular accounts for emergency funds are quite simple and well known. A savings or money market
account provides a safe, liquid place to grow and maintain your cash reserves. Most banks and credit
unions offer online access to move money into your checking account should the emergency come on a
weekend or after hours.
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Student Loan Repayment
More and more people are entering the labor force with student debt, especially those with advanced
degrees. Some people feel so overwhelmed by student debt that they don’t know where to begin. There
are a couple common approaches to repaying student loans: the “highest interest rate” approach and
the “snowball” approach. We see the “highest interest rate” approach more frequently. This approach
starts by ordering your outstanding student loans from the highest interest rate to the lowest rate. Then
prioritize paying the highest interest rate loan first while making minimum required payments on the
lower interest rate loans. Once the highest interest rate loan is paid off, then find the next highest-rate
loan on the list and increase your payments on that loan while continuing to pay the minimum required
payments on the rest. This is repeated until the debts are paid off. Avoid the temptation of paying off the
first loan and then deciding to use the “newfound extra cash” to spend elsewhere!
The “snowball” approach may work for those that may be overwhelmed by their large student loan
balance and need the small psychological victories of paying off the smaller loans successfully. This
approach may give someone the belief and encouragement that they can, in fact, tackle the rest of the
debt. It starts by ordering your outstanding student loans from smallest balance to the largest balance.
Focus on paying the most that fits your budget towards the smallest balance loan while paying the minimum required payment on the rest of the loans. Similar to the highest-rate method, repeat until all loans
are paid in full, and resist the temptation to pay off one loan and then spend the extra cash that used to
be allocated towards paying the loan down. No matter the approach, making consistent, disciplined (automated) payments right from the beginning should help in the long run!

6

529 College Savings
It is common for expecting parents and grandparents to start thinking about college planning even before the birth of their child. This thought is generally followed by a question - which account is the best
for college planning? One of the most popular options for saving for college is the 529 savings plan.
Each state sponsors at least one 529 plan, either a prepaid tuition plan or an educational savings plan.
We tend to favor education savings plans because of their flexibility. Contributions to a 529 savings
plan can be invested in market related investments. The investment lineup is dependent upon the plan
in each state. For example, Wisconsin offers a 529 plan called Edvest and uses TIAA as the Direct Plan
Manager. Earnings from 529 savings plans are tax free if they are used for college and college related
expenses, such as tuition and room and board.
The owner of a 529 plan is an adult such as a parent, guardian or relative with the child listed as the beneficiary. This allows the beneficiary to be changed in the future if the child doesn’t go to college. The
plan can be established using any state’s plan with the child able to go to college in any state. This provides a tremendous amount of choice for both the owner and beneficiary.
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Want to learn more?
If any of these financial planning topics piqued your interest and you’re looking for more, head on over
to our blog, a hub of information on financial well-being, retirement planning, investing, and more.
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Walkner Condon Financial Advisors is a registered investment adviser with the SEC and the opinions expressed by Walkner Condon Financial Advisors and its advisors in this document are their own. All
statements and opinions expressed are based upon information considered reliable although it should not be relied upon as such. Any statements or opinions are subject to change without notice.
Information presented in this document is for educational purposes only and does not intend to make an offer or solicitation for the sale or purchase of any specific securities, investments, or investment
strategies. Investments involve risk and unless otherwise stated, are not guaranteed.
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Information in this document does not take into account your specific situation or objectives, and is not intended as recommendations appropriate for any individual. Readers are encouraged to seek
advice from a qualified tax, legal, or investment adviser to determine whether any information presented may be suitable for their specific situation. Past performance is not indicative of future performance.

